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Not Follow Devious Methods of Emergency Finance

Russianizing American Credit and Currency Would Endanger V

Banker Says It Is Foolish for the Public to Continue to Delude Itself About Inflation, and That We Must- Save and Tax to Provide the Sinews of War gy

g

By Howard S. Mott
Vice-president Irving National Bank
C LEARLY we understand that

participation in a ‘world

war ‘is & piece of extrava-
gance which cannot be paid for out
of normal income. We may be sat-
isfied—in fact, wea are firmly con-
vinced—that such governmental ex-
travagance is justified, that it is es-
sential, that we would not have it
otherwise. It really is not extrava-
gance at all except for the picture
which that word paints of the rela-
tionship of present national ex-
penditure fo normal sources of in-
come. Quite as clearly we know
thdt the government, being merely |
ourselves politically incorporated, |
enjoys no income except that which
it derives from us through taxation |
of our incomes, or by borrowing!
portions of our stores of capital.
But only vaguely do most people
understand the significance of the]
devious and indirect methods of ob-
taining our capital without borrow-
ing from us openly. Our financial
strength has often been spoken of
a8 limitless. Perhaps it ia well to
know the facts regarding the cur-
rent cost of our participation in the
war, whence the money has come to
finance it thus far, and whence and
how it must and should come here-
after to carry to successful comple-
tion the vast undertaking in which
we are engaged.

A Pacific
Democracy

In the early spring of 1917 the
United States of America, the only
world power not participating in the
great conflict, was, as every one is
aware, entirely unprepared for ac-
tive participation. Our army was
pitifully inadequate in point of
numbers and equipment. Our navy,
which had been second only to that
of Great Britain shortly after the
Spanish War, had not kept pace
with its rivals. OQur air service
practically did not exist. In spite
of ample resources in men, materi-
als and money, we labored under
handicaps inseparable from a pacific
democracy, namely, lack of organi-
zation, lack of discipline and, as
pitiful as the size of our army, lack
of comprehension. Suddenly the na-
tion was plunged into a war exceed- |

ing in scope anything before con-|to the Allies. OFf the grand total of |

ceived possible, making unprece-|
dented demands upon the national’
life and wealth, and waged against |
an opponent strong, unscrupulous
and determined. The task facing!
the country became one of trans-:
forming into a war machine capable |
of wvictory a peaceful agricultural |
and industrial population, unpre-|
pared, unarcused, and s,.‘:atteredi
over the wide expanse of a country
three to six thousand miles from!
Flanders.

Transition From

Peace to War

The broad outlines of what has|
been accomplished we all know. The |
army has been raized from al Dut!
200,000 men in April, 1917, to over |
1,500,000. Ten million men have
been registered under a universal

service act that will prove a !aatingi that the war will cost us to June 30, |
monument to a self-governing peo-| 1919, not less than $40,000,000,000.
ple. The Secretary of War states' This, of course, figures for the gav- |

that a half million men will be in;
France this spring and that another
million will cross the Atlantic this |
year. The navy's personnel has
multiplied to 300,000. Feverish con- !
struction of small naval vessels hasi
proceeded, and, as to destroyers atl
least, we are told, their number will |
soon exceed that of any navy aﬂoat.i
After heart-breaking dedays, mill-
ions of tons of shipping are under
construction. Enemy shipping has |
been commandeered; 250,000 miles
of railroad have passed to Federal
control; prices of materials and
commodities have been fixed; regu-
lation of industry undertaken. An
extensive air programme is being
carried out. Billions of dollars have
been loaned to our allies. These and
a thousand other things have
marked the progress of the nation
 toward the condition where it will!
become a military power of decisive
strength,

The Money
Cost of War

This preparation for, rather than |
participation in, the war from the|
beginning of April, 1917, to the end |
of February, 1918, cost the coun- |
try considerably over eight billions |
of dollars. Of this total about *"'J
500,000,000 consisted of loans to our
allies, about $2,350,000,000 of ex-
penditures for the army, about
$800,000,000 of expenditures for the
navy, and most of the remainder for
the construction of merchant ship-
ping.  The greater part of this
money has been raired by the flota-
tion of the two Liberty Loans, the
total proceeds of the two issues bLe-
ing §5,504,000,000. Taxes to the end
of ¥ebruary are estimated to have
yielded about §520,000,000, while a

billion and a quarter, not yet due,
has been collected through the sale
of certificates of indebtedness, The
sale of war savings certificates and
thrift stamps has yielded about
$75,000,000. In anticipation of the
third loan, about $1,400,000,000 of
additional certificates of indebted-
ness had been placed by March 1.
Exclusive, therefore, of the money
raised by these certificates, antici-
pating the next loan, the govern-
ment has actually collected for war
purposes a total of about $7,650,000,-
000.

Thus far the government has had
little difficulty in financing its re-
quirements, extraordinary as they
are. But it does not follow that the
outlook for the future is satisfac-
tory. Expenditures for war pur-
poses have run far under estimates,
not because war has been found less
expensive than anticipated, but be-
cause money can be raised—rather

method of taxation to the payment
of as large a portion of the expense
of carrying on the war as has
seemed consistent | with the full
maintenance of her industrial activ-
ity. The results achieved have been
noteworthy., Yet Great Britain has
been able to pay for only about 15
per cent of the war's cost by taxa-
tion, In the case of the other Euro-
pean belligerents the percentage is
much smaller. Most thoughtful men
agree that our own government
showed wisdom in adopting heavy
taxation as a method of paying
some reasonable part of the costs of
the war,

Must Face
The Facts

Some conception of the magnitude
of our financial task will be fur-
| nished by the statement that Great
Britain’s average daily expenditure

3 : for the last three years has rTun

a3 opanhead— o |
fﬁ:i C:‘eo(cilﬂ:;tizi'lec::faerf b;nsor:cszéuﬁ]py; about $22,000,000, or not much more
Monep conld 1ot be 2 e for.'f than half of our present daily rate.
Browryling miichine guis errely by1 And the United States has been en-

o LT | gaged in the war for less than a
SEDroprlatag 15 for that tpurnose) vear. It will do no good to blind

when no factory in the ccuntry!
stood in a position to turn them out. | biliti
Construction of merchant shipping | 2°!1Ues.

would be made fairly rapidly out of
futura savings, so that the total
would be dwindling to small figures
before the next bond issue should
be made. It now appears that we
shall enter the campaign for sub-
scriptions to the third issue of bonds
with a considerable wolume of such
loans still outstanding. Credit ex-
pansicn to finance the war already
exists,

Effects of

Rediscounting

The notes given against loans se-
cured by Liberty bonds are redis-
countable at the IFederal Reserve
banks. To the extent thut redis-
counting is done, the expansion of
loans passes on to the Federal Re-
serve banks, and the effect on com- |
modity prices remains the same, |
Should the situation require it, Fed-
eral Reserve banks turn over this

government made not from savin'gs
but from borrowings will tend to in-
the past. The government and the |crease bank credit. 'Furt!}er ext?u-
individual consumer struggle with | sion of bank credit w1ll_ch1eﬂ§- br:}ng
each other to obtain the same goods [ about a rise in commodity prices.
or different poods made by the same| The normal annual savings fund
labor. The volume of goods being of the peopla of the United States
strictly limited by the amount of | available for the pu_r‘chase of govern-
labor available, when neither pur-' ment bonds is estimated variously.
chaser gives way to the other,|The figures accepted as most nearly
neither obtains all of the goods he  accurate indicate that our gross an-,
needs or wants. nual income in 1917 totalled about
The result is twofold: The gov-| $50,000,000,000. Out of this total it
ernment pays more for the goods |is estimated that our savings ranged |
and services it needs, and thereby | from six to ten billion du}lars. In
the winning of the war is deferved or view of the economic adjustments
endangered, and the individual con- | under way and the curmtl‘ment oE:
sumer pays more for the commodi- | profits in many industries, it would |
ties required to satisfy his wants, be surprising if the figures o.f gross
and his own self-interest is injured. | annual income ot of savings in 19.13
: should equal those of 1917. Certain-
follyiot iy it does not seem to be safe to
Self-Delusion

count on normal savings this year
It would seem that the mere state.

buy goods and to employ labor 1_1.-.1
they have been accustomed to do in |

of more than six billion dollars, Lz-

rediscounted Liberty Loan paper to ment of the facts in this way would
Federal Reserve agents and take out | be S_“ﬂ'f‘.]e"th_to ,m'flke E‘}e iﬂ\m'enc:in
Federal Reserve notes against it,:F'_“h]_“1 see that it 1s a “foo plopes.
paying these out. In the last analy- tion” to continue to delude 1t.=.le]f.
sis then, when a subscriber to a gov- | That there should be an authorita-

ernment loan borrows from his bank, | tive statement on this subject, the

ourselves to the facts and the pruh-’ultimate payment for the goods andi’l‘reasuryml_)epartmenl; h?s ri“':‘zg!
After the manner of our | services which the government needs | Made public a report of a sp:

| way i hich total savings can be |
v iy " |is able to lend his savings to the

. i ' the Ameri Eco- |
could not begin until it was decided | best traditions, let us face them may take the form of Federal Re-| Commitice of the ey

|
whether the chips should be of wood | cold, stark and naked.

know the size and the nature of a!stimulated.

or of steel, the plants located, the!* i ; ;
: .| Job we can put our shoulders to the Will be loath, as a praclical matier, € Py ’
materials arranged for and the la-| wheel and start something that will I to avail itself extensively of this . level will zvnevzta.lbly. muduntt })?rrleusz.
Concretely, our gov- last-named method of turning Joans | and bounds unless we adopt rigorou:

bor obtained. The diserepancy fo| ;
date between costs and estimates af- keep moving.
fords no cause for cong’ratulation.| : s
The bill must be paid sooner or| rowing $10,000,000,000 within a flew
later. Even this spring belated con-| months, and from five to ten billion

ernment faces the necessity of bor- | into currency,

o bt - (T8 § 18
The banking fraternity the following paragraph: Wihtle

|preventivc measures. In particular

Fallacies of
Hun Finance

. fabd 5 : |
: ; | < ‘hich occurs |
When we | scrve notes, and again prices are| NOMIC Association, in wh

the war lasts the commodity price

| we must avoid, so far as possible, |
lending by borrowing. Loans to the

pecially does this seem to be true
considering the utterly inadequate
scale on which individual economy |
presently is practised. The only

increased lies in the direction of un-
usual efforts to reduce consumptwn.!
For the sake of our national finan- |
cial health, it is out of t‘ne_surplus;
of production over consumption that |
government loans ought to be
paid for.
War Taxes
ln;ufﬁcient

The plain unvarnished fact is that |
annual war taxes of, say, $2,500,-|

000,000 plus normal annual savings,
of, say, $6,000,000,000, or a totzl of,
say, $8,500,000,000, promise to be
wofully insufficient to take care of
the fifteen to twenty-billion-dollar
war expenditure requirements of the

government for the calendar year|

1918. Another plain unvarnished
fact is that to the extent that thess
two sources of revenue shall not
prove sufficient all of the preaching
of economists will nol prevent the
inflation and its attendant economic
evils which have proved to be more
or less inseparable from the conduct
of all wars. The conclusion is inesca-
pable that the amount of credit ex-
pansion will depend inversely upon
the excess of production over private
consumption, or real satings, and
the extent to which these savings
shall be turned over to the Federal
government.

Banking
And Industry

Here is a matter of vital signifi-
cance to every man, woman and
¢hild in this country. The man who

government in one form or another
and does mot do so is not only un-
patriotic, but he is helping to raise
the cost of his own food and rent.
The man who can save more than he

does and who fails to turn the addi- |
én\rern— ;
likewise contributes to the
postponement of victory and to his |

tional saving over to the
ment

own discomfort in the rising cost of
living.

The greater the production |

———--,_.‘_‘ ::'
of essential goods ang the lower the
scalo of individual cumﬁhh::
even to the point of self denial s
greater the placing of g w
funds at the disposal of the povs *
ment, the less will be ths amount 4
inflation necessary, the go b
|be the banking and the indugty

| condition of the country, and, lyg
{but not in every gense leagt.’ the
| cheaper will be the cost of living
| the individual. i
| Patriotism Plus

| Common Sense

It is not only a matter of
triotism, it is not only a attep of
securing a good return on the safn
security in the world, that
{induce people to subseribe tg Uit
| States government war bondg,
lis a matter of wvita] self-inferest
wherein everybody can do
teamwork to help himself gg well gy
his neighbor to keep down the cogt
| of living, or at least to keep it from
going to dizzy and painfully burdey.
| some heights.

' Every man should t{ake thess
| things to heart. Ile should Prepary
'limmediat,ely to subscribe to th
{issue of government bonds to the
{limit of his present savings, and iy
[addition to the limit of the fupgs
which he can save by con
less. It will be much better ggg
practical matter o go the limit
win the war now, while we have the
help of the Allies, than to have f
defeat Germany alone. For, if pg.
essary, we are going to do just tht!

=) _— s — —_————
struction will add enormously to ex—l dollars additional before the calen- |, 3 | ‘A .
e | dar year 1918 is out. This will have ) New government loans are com-! ;

to be done through the sale of vari- |1ng along, If a large proportion of | On a ues rO urln ar lme
Rate of ous forms of government obliga-|Subscriptions to future bond issues | y
Expenditures tions, prinecipally bonds, alt,houg-h'shall be made by means of loans at| :

We are now expending for war Comparatively small but increasing| the banks, and the bulk of such loans |

; e i shall not be paid off between bond |
= s about $40,000,000 day, | amounts will be derived from the| . :
Sr Easl?e an:;lal fate of nearl?— $135y.' sale of Thrift Stamps and War Sav- | 155ues, we shall be following a course |The Ups and DOWHS

000,000,000, and the rate is increas-
ing. It is true that $10,000,000 oy
more a day is being loaned to our
Allies and will be repaid, but the
task of raising the money remains.

Early estimates of expenditures for |
the entire first year of the war— |

say, to April 1, 1918 —reached fig-

| ures as high as $19,600,000,000. Ap-

propriations and contract authoriza-
tions for the fiscal year to end June
30, 1918, total $21,390,730,940. This
total includes $7,000,000,000 of loans

appropriations and contract author-
izations of $21,390,730,940 to June
30, 1918, there has been raised so
far, by all methods, over $9,000,000,-
000. Some weeks ago the Secretary
of the Treasury made the statement
that ten billions had to he raised
prior to June 30. Deducting the
$1,400,000,000 since raised by cer-
tificates in anticipalion of the next
loan, nearly $9,000,000,000 needs to
be raised by June 30, ‘Of the grand

| total, the balance of about two and

one-half billions presumably consists
of authorizations where the actual

| expenditures will not be made prior

to the end of the government’s fiscal
year.

Forty Billions
In Two Years
It is probably safe to eslimate

ernment's fiscal year, July 1, 1918.
to June 30, 1919, expenditures of
something less than $20,000,000,000.

The estimate is hazarded only on the |

theory that during the first fiseal

| ings Certificates,
l tion is:
| floated?
| The Russian
Spectacle

Let us turn to a consideration of
some of the devious and indirect
ways by which the government,

our stores of eapital.. What would

way laterally out of a deep hole in
a valley, instead of making real ef-
forts to get out over the top of the
[ hole? We can tunnel laterally by

I main unpaid or unreduced.

were we complaisant, eould draw on |

| having the government print irre-

| deermnable paper money and force it
Uinto eirculation. But the inevitable

| effect would be to drive out of cireu- |
lation good money, to depreciate the |

| purchasing power of currency and |

| to cause commodity prices {o rise, as

be current. The issuance of green-
backs during the Civil War and its
results is a pretty well known ex-
| ample of this policy in our own his-
tory. The recent spectacle of Rus-
sia, printing paper rubles by the
| billion, has shown again the disas-
{ trous consequences of the stupid and
vasy method.
men generally recognize that the en-
forced circulation of currency be-
vond immediate requirements, as a

only one rvesult-—a period of infla-
tion, the outstanding feature of
which is the deelining purchasing
power of each unit of the medium of
exchange, or, stated differently, ris-
ing prices for goods and commodi-
ties.

year of the government, while we|

are engaged in the war, some large

portion of the expenditures has been
required for preparatory work only,

{ which may not have to be repeated

in the following year. Neverthe-

less, if the experience of the other|

belligerents shall prove to Le any

next year's expenditures will exceed
those for the current year.

Methods of
Raising Money

With an approximation of the
financial requirements in mind, let
us consider the two ways by which

what we colloquially call “money” |

can be directly raised—through tax-
ation or by the use of the credit of
the government. There is a limit
to the amount that can safely be
raised by taxation. Exactly what
that figure will be no one can tell, It
is plain that taxation has already
been carried far enouch to make
contiderable inroads on our person-
al and corporate incomes, and that
it can be carried to such a point as
to provoke industrial paralysis, and
thus defeat its own ends. Official
estimates inglicate that the proceeds
of income tuxation, excess profits
taxation and all forms of internal
revenue for the fiscal year to end
June 30, 1918, will total $3,400,000,-
000. OF this total estimated war
taxes will furnish $2,534,270,000,
Taxes evidently will supply only a
small portion of the annual war ex-
penditures which must be financed.
Great Britain has applied the

Dangers of
| Credit Inflation

Nowadays, business |

medium of exchange, can lead to|

The vital ques-la*‘ vicious as that followed by Ger-
How can these loans be’rmany, where an inverted pyrimad of

credit paralyzes that country’s nor-
mal business activities and darkens
the sky of its cconomic prospects
after the war. It is bound (o be
harmful to the whole situation to
have such loans accumulate—to re-
With
the advantages of our I'ederal Re-
gerve banking system, no doubt the

o | banks could carry such a burden for
happen were we to try to tunnel our |, long time; but they should not be

required to do so. In financing the
trovernment they should be agencies
only. Their possession of deposits
is vicarious; they should not be nrin-
cipals, actually or substituted, in
sueh transactions.

Dodging
The lssue

No good is accomplished by saying |
| that mistakes have been made, that
measured by the dollar that would e myst finance the war by infla- |
able to
carry the burden and should do it. !
[Buch an attitude merely begs the!
question to the extent that it is not

tion, that the banks are

true. Grant, if you like, that it was
i mistake, shortly after the begin-
ning of the war, to regulate {the
prices of some commodities so low
that profits have been
limited and to that extent ure not
available for investment in rovern-
ment bonds, It might have been
better ut the outlset of the war to
have fixed prices at about the lovel
then prevailing so as not to lave
restrained production, and then te
have used regulation merely as a
means of applying the brakes,
fact remains that on the whole
profits continue to be substantial,

| and that too small a proportion of

them has been invested in govern-
ment obligations. Grant that the

A less obvious application of the|!3%ation so far imposed is heavy.
| devious and indirect method of | Ihe imposing of these taxes cannot

drawing on our current or stored up | be called a mistake, for already the

supplies of capital—i, ., goods and | Mot careful students are wonder-
SR o umthCTViCESp not money—lies in an ex-| Mg Whether it will be necessary to

pansion of the loans of the banks.
| In effect checks circulate as cur-
| rency. Any inerease in the volume
‘and the velocity of the circulation
| of checks causes similar relative ef-
| fects on the prices of goods and the
currency value of services as does an
increase in other forms of cireula-
tion. Credit against which the gov-
ernment can check may be created
in a number of ways. The Secretary
of the Treasury presently is doing
it by selling certificates of indebted-
ness to the banks. So far the sav-

ing quality of these transactions |

lies in the fact that they have been
made in anticipation either of taxa-
tion shortly 1o become payable or of
government bond issues soon to be
floated. .

We have devised still other ingeni-
ous methods of lending money to the
government without lending it. Dur-
ing the period when subseriptions to
the Second Liberty Loan wure’hcing
taken the banks provided an easy
method of subscribing by making
loang seeured by the bonds as eol-
lateral, Up to date a comparative-
ly small proportion of those loans
has been reduced or paid off. When
the loans were made the expectation
was that reductions in amount

L} ™

defray a still larger part of the cost
of the war out of taxes.

Great Demand
Is Inevitable

The truth of the matter is that the
povernment of the United States
States must and will obtain the
money or the credit necessary to
finance the war; if not in one way,
then in another. The difference be-
tween the $2,500,000,000 raised
by war taxation plus the amount of
government loans which can actual-
ly be absorbed out of savings on the
cne hand, and, on the other, the total
annual requirements for the war's
expenditures, is bound to find its out-
let through some form of credit ex-
pansior. :

Aside from all other phases of the
question, the more rapid cireulation
of checks, book credits and Federal
Reserve notes creates immediate ad-
ditional buying power, which in turn
competes with the more or less un-
reduced buying power of individuals,
Suppose the government obtains
credits against which it can check
{from the sale to the banks of cer-
tificates of indebtedness or Liberty
bonds, or from the proceeds of Lib-
erty bonds carried for depositors,
and suppose individuals continue to

seriously |

The |

G

Iof Government Issues in All Countries Follow the Same G;aneralé
| Fundamental Tendency, Historical Sketch Shows |

Just as you

Whether they are Trench, English, i watching the fluctuations in the height

German, Russian, Japanese, American
|ur any ecther nationality, people will

L aet mecording to well established psy- |

:c]wlu;;lcul traits, laughing at about the

| same thing, erving over similar events |

Corresponding to human tem-
perament, the market value of govern-
|mt‘nL bonds iz alse subject to well de-
fined changes, and one of the most con-
sistent similarities
l]u':htm-y shows (o be true of them is
| their habit of temporarily going down
1on aecount of war,

Sometimes they do so to an alarm-
ing extent, no matter how stable the
'gn\'m‘nment that issued them no
mutter how rosy its military gifuation,
and no matter how unimpaired the re-

‘ tions,

is,

guarantecing the prompt payment of
their interest and their vedemplion for
full face value at maturity,

i shows that government bonds go down
during the war no less does it record
| that their usual habit has been not
only to recover to their orviginal prices,
but alse, in many instances, to rize to
a marked degree above it after the end
{uf the war. This recovery has been

and manifesting fear under given situa- |

| at

of eonduct which |

of the column of mereury, an expert in
finanee could almost tell the histerie
changes of & country from peace to war
merely by looking at the fluctuations
in the column of government bond quo-
tations year by year. Me could make a
pretty fair guess that the country was
war when bond prices suddenly |
dropped and fluctuated below the prices
of previeus years and then in sueceed-
ing years returned to their former

| levels or higher.

sources behind the securities may be, |

| conducet of government bonds.
But just as consistently as history |
| sols fluctuated downward notably,

| dropped to 4715,

munifested even by bonds of & nation |

suffering a severe defeat, involving se- | end they touched a low point for that
rious impairment of the equity behind | year of 544,

1 its bonds through the loss of national

ition large indemmities.

Second Liberty Bonds
Follow Precedents

At ‘present the second Liberty honds
ure quoted in the market at about 9.
Taken as a detached condition, with-
oul regard to history, and looked at
simply from the narrow pocketboolk

bring you only about $96 at the pres-
ent moment may seem to be disquiet-
ing. But it simply means that United
States bonds are now deing what the
bonds of all natiens do in war time,
Our bonds have depreciated to a
lesser degree than most povernment
bonds have done under similar cir-
cumstanees. One instance may be cited
where the bonds of 4 foreign govern-
ment went down to almost 50 during a
war, but, although that nation suf-
fered a crushing defeat and tremen-
dous material losses, within a compara-
tively few years after the war was

more than 105,
| The fuct that your $100 Liberty bond
|is now selling for about $96 does not
1|in any sense imply u loss of intrinsic
|vulue or uncertninty either as to its
| principal or intercst. It implies mere-
!I_\- that because of a complexity of
lt.-cmmmiu fuctors your povernment
{bond is normally following the way of
{its historic antecedents. Even though
Liberty bonds have thus fluctuated to
| prices below par, there has been abso-
 lutely no fluctuation in the fact that
| the government will go on paying the
{promised interest on Lhem without
ueluy as it falls due, nop in the fact
that when the time comes it will re-
deem them at the full fuce value, ve-
gurdless of the upy and downs in the
murket quotations meanwhile,

These changes in the market quota-
tiens of government bonds during wars
are, in the history of nuticns, analogous

ended those same bonds went up to|

territory aml theough the obliration |6
forcad on jl to pay the econgicering n:x-l

[ market quotations showed an upward

|country, but the rise in consols con-

point of view, the fact that something |
you paid $100 for a short time ago will |

laceordingly.
Ithe low 90%; in 1854, the high 957,

War Conduct of
English Consols

Take the ease of Great Britain, Her
national debt ia funded in the conzoli-
dated annuities or bonds, popularly
known as “consols,” The fluctuation of
these consols in response to England's
wars, big and little, are typical of tho |
During
the Napeleonie wars, 1793 to 15815, con-
In
1792 they were quoled at U7, Franuc:
declared war on Great Britain in 17938, |
and eonsols fell te 70, In 1707 they
The neit year they
went down to their lowost price, 471,
In 1802 they rose to 79, but in 1814,
their highest quotation was only 67'%,

In (he Tast year of the war they were
a4, but after the Battle of Waterlou,
June 18, 1815, the general curve of their

tendeney, In 1817 the range was from
a high of 8415 to u low of 62, In the
succeeding radieal shifts took
place in Lngland's political and indus-
trial life, plucing severe strains on the

years

tinued, In 1824 they touched 97,
1844 they erossed par to 101%. In
the range was from a high of 102
low of 0774,

In
1852
to a

This upward trend of econsols per-
sisted in the face of great internal
changes which virtually amounted to a
revolution in the whole life of England.
Their fivmness, however, at once gave |
wuy before a war, even of a compara-
tively minor sort. The Crimean War
came in 1858-'56 and the Sepoy Re-
bellion in 1857, and consols went down
In 1853 the high was 11,

low 85'4; 1855, Ligh 943, low Bily, and
in 1856, which brought the end of the
Crimean War, the figures turned up-|
wird, the high being 957, the low 85%. |
But this upward trend was not full}'|
maintuined in the face of the Sepoy Re-
bellion, for in 1857 the high quotation
dropped somewhat, being G414,

The next year consols tended up
again sharply, and theys reached their
maximum in July, 18494, of 114, the low |
that year being 105%. In 1897 and 1898 |
they kept within about an cighth of a
point of these fAgures, :

But the Boer War of 1889-1901, in its
turn, brought on a marked drop in eon- |
sols. In 1899 the high was only 1111, |
the low 97%; in 1600 they swoaped
down to 100% for the high, 96% for
the low, and in 1001 still downward to
97% for the high, 01 for the low.

Franco-Prussian War
Depressed Rentes

Wars, of course, are not the only
fnfcn depressing  government bond
prices, They respongd to general finan.

| the runge was 55.5 to §3.25.

| won Alsace-Lorraine and $1,072

(and 1912 before theip normal poat-
| Yecovery was fully felt, In the present

OVERNMENT bonds, like people, )ty what the rise and fall of the ther- cial depression, and consols since the
act pretly much like one an- | mometer is to the weather,
other under similar conditions. |can tell the change in the temperature by

Boer Wair have continued to go down
graduoally, attributed partly to the de-
preciation of the purchasing power of
money in the lust ten years and the
absorption of capital in industrial and
foreign loans. In 1914, however, a
tlight upward tendeney appesred, but
it wag arrested by the outhreak of the
present war, In 1918 the high for con-
gols was 7o, the low Tlid; in 1914

the high had gone up to 80%% in the !

peaceful pavt of the wyvear, but a low
point of 683 was vegistered that year
on #ceount of the war. In 1915 the
highest point was only 7812 and the
low was down to 54, and in 1910 the

high was 6234 and the low only 50.,
P L 1917 the high was 569, the low Bl.

The history of French government
bonds, or rentes, records similar war
reactions. ‘As in England, the French
government debt is mainly in the form
of a perpetual funded debt. In 1830

French rentes were above par, going |

in that year to 102. The July Revolu-
tion of 1831 caused a sharp decline to
A4, But this was only comparatively

temporary, for by 1845 the 5 per cent |

rentes were selling at 122,85, the 4s
at 110.5 and the 3s at 86.4.
The Revolution of 1848 caused the 5s
drop to B0, and the 8s to 3821,
After that therc came a steady upward
tendency  until 1867, whken the 45
reached 75.10. Then eame the
aslrous Franco-Prussian War, 1870-'71,
The 3s dropped to 50.35 as a result of
this war, In the period subsequent to
this, although France had been de-
feated, losing Alsace-Lorraine and hav-
ing to pay a 31,000,000,000 indemnity
to Germany, and although there were
two funding operations reducing the
interest vate, nevertheless the pricea of

Lo

France's bonds continued to rise until |

1897, when they reached their maxi-
mum of 105.25. The present War, as
wius to be expected, has again sent them
plunging downward, In 1014 the high
was 88, the low 765, In 1915 the high

was only 60.5, the low 56,5, and in 1915

the high was 58, the low 5

In 1917

Prussian bonds also reflected and
registered the existence of the Franco-
Prussian War. In 1869 the bonds of
the Prussian state deht were quoted at
R1%5 in 1870 they went down te T8,
But Prussia’s honds showed a rapid re-
covery in keeping with the rapidity of
her military success, rising in 1871 to
83'% and in 1872 to 00, And having
237,873
indemnities in the war, Germany
was enabled to wipe out her debt, with

in

| a half billion dollars to spare, so that ShowW & typical

the disturbing effect of war on hep
bonds was minimized. They have folt,
however, the full effect of the present
war; in 1014 Prussian 4s recorded a
high of 86 and a low of 81; in 1815
the high was 65%, the low 62%, and in
1916 the high was 58'% and the low
60%, 'Other German government bond
issues show corresponding downwanrd
fluctuations.

Japanese Conditions

Slightly Different
In 1899 Japan borrowed in Lngland

:sqs.uuu.ntmn on 4 per cent bonds put

out at 90. Within a year these bonds

went up to 105, but during the
Russo-Tapanese war they dropped to
97, They were redeemed in 1810

WaAr

war, although Fapan has been able to

reduce her national debt, being the

only warring nation able to do sof

nevertheless her bonds have not gy.

cuped the depreciation in market qz -
i i

dis- |

tations exacted by war of all gover.
ment bonds,

In 1913 Japan's sterling 4 per ees
loan of 1899 was quoted &b a high
of 837 and a low of 77%. In 101
the range was 78% (1 72; in 1915 it was
| 741 and in 1015 a slight rise |
was manifested, tiie range being T

2, Similar flisctuations were man
ifested by other Japanese government
bond issues,

Various igsues of United States gov-
ernment bonds showed similar fvetn
ations during the Civil War. The
United States 65 of 1568 were quotel
at a high in 1860 of 109%, and a los
of 96, In 1861, the first vear of the
| war, their high was only 100, and th
low was BG, In 1862 they partially
vecovered, tha high being 107%, the
low B5. The Bs of 1885 also dipped
Their high price in 1860 was 103; in
1861 it was 62; in 1862 it was 99 and
in 1863 it was 127, The low quota:
| tions followed a parallel course,

In othep downward fluctua-
tions were recorded, although s spe-
vial factor eame into play preventing
this from heing as marked as it other-
would have n. This factor
was that the bonds could be purchased
with legal tender notes or gmcr{hlth.
whereas the interest on them was paid
in mold. The average gold value of ]
greenbacks in 1802 was only 884 per g
leent, Thus bonds, nominally paying$
per eent, vielded wlen purchased with
this depreciated currency an setml
interest return of g% per cent on fhe
investment, In 150! greenbacks fellte

issues

wise

a gold wvalue of only 492 per ceth
&0 that th ield on government bonds
I'bought with theny was actually sbest
12 per cent, and this yield was greater
at different pericds of the war,

| In wview of this condition, the fall
| signifleance of the fuctuations in gor
|ernment bonds in that period il_lil’t
in ofher instances eiteh
Ibut nevertheless marked dips in the
market quotations are visible on the
Tuee of the reco The 6s of 1881
were quoted at a high of 118 and s1o¥
of 102 in 1864, In 1865 the high¥s
[only 112 apd the low 1031, but pest
| year there was an advance, snd

| 1868 the high was 118% s&nd the
[108%.

| Fluctuations by Month in

| Spanish-American War

45 obvious as

The Spanish-American War of 1
wis only a matter of months TM:
fere the bond quotations might b';w'
lalyzed in terms of months, an
.:.-prccin':zon .
ar, with a 8

‘e United Sttt
The U lu‘

|the period of the w
tial rise afterward. The 7
4s of 18907 were quoted in i
,at a range of 110118, The rasgt 2
April, the first maonth of the Wli-
107-111; in May, 108-111%, nmiI
mained at about this level ud

' { the war, whe

e
4

cember, the end o

irange was 112%-113%, In 13?:-“.‘
!)'eur after the war, thle range ol

| year was 112-115%%, which Wll!e

| higher than the prices for m”sinw
obtaining befure the Wan Uniﬁ
changes took plnce in vtherﬁl

|'States bonds during this peri

25, Wit

The Unitod States 4s of 1929 :
not showing a very .mnr_;iﬁ d‘g :
during the Spanish War, “t0 Ty
notuhﬁl

rise the yvear afterwaré. .
range for 1897 was from a low of 18
to a high of 120%. The
war the low price sank to ¢
the high during the walilv
only 128%. But in 1889 Thl{
ed sharply, the high for ‘f’.ﬁl
ing 1843 and the low 1 L
ﬁ‘htre'l'oru, in their pm:i.nd
quolations below par, U{ owin
Libierty bonds are simply fo o
H‘uit of their kind as th.’. ;
night be vxpected to do, BF
token, after the war is
'no reason to expect othermH
they will return to par

above par,

year &8
17%
triod

yoar




